The purpose of this study is to measure auditor quality of The Audit Board of the Republic of Indonesia (BPK) and investigates the effect of auditor quality on the follow-up of audit recommendation. This study uses sample of local government financial statements in Indonesia from 2010-2012. Using principle component analysis method, the result shows that there are four components extracted that form auditor quality which is experience, training, motivation, and education. All four components are then combined into a single auditor quality index that represents comprehensive measure of auditor quality. The test result shows positive effect between auditor quality and follow-up of audit recommendation. This indicates that high quality auditor is able to produce appropriate recommendations that can be easily followed up by the auditee. The more recommendations are acted upon, the better the quality of local government financial statements.
INTRODUCTION
In several literature of auditing, audit quality is defined as the probability of discovering the breach and to report it to the users of financial statements (De Angelo, 1981) . In this original definition, auditor's competency is considered fixed and do not vary with each audit engagement.
According to Watkins et al., (2004) Refer to Watkins et al., (2004) , audit quality can be measured by the auditor quality; where the auditor quality represents competency of human capital.
Using principle component analysis, Cheng et al., (2013) extracts three major factors that form the auditor quality which is education, experience and training. In contrast with private sector audit, public sector audit generally monopolistic in nature (Clark, et al., 2007) , meaning that the authority to conduct financial audits of the government entities can only be done by certain institutions. BPK is the only institutions that are given the authority to audit the management and financial responsibility of the government entities. Characteristics of private sector auditors and public sector auditors are also very different. Public sector auditors usually civil servants who earn fixed salary, very small risk of being laid off and do not suffer any loss of reputation. The lack of incentive to do a good job could be a threat that result to low audit quality.
According to Streim (1994) , motivation becomes important aspects that affect the audit quality in the government sector, and will be used as one determinant of the auditor quality in this study.
Auditor quality as measure of audit quality has not been much explored in empirical research.
So, the first objective of this study is to measure auditor quality of BPK who performs audit of local governments' financial statements (LKPD).
High auditor quality is expected to consistently generate appropriate recommendations in suitable with auditee condition and correct cause of deficiency in order to improve financial management accountability. Based on BPK's performance management report (2012) , it is mention that BPK's auditor are encouraged to formulate recommendations that can be acted upon by the auditee and then it will give impact on improvement of local government operational performance. As far as our concerns, empirical research on the effect of auditor quality on followup of audit recommendation is still limited. Lin and Liu (2012) , use the number of team members as measurement of auditor competence as one of the variables that affect the audit rectification, but found no effect between these two variables.
The absence of influence of auditor competence on audit rectification could be due to the inappropriate measurement of competencies.
There should be more factors to be considered on measuring auditor competences not only number of team member, but also education, experience, and training as proposed by Cheng et al., (2013) as well as motivation as proposed by Streim (1994 cates that high quality auditor is able to produce appropriate recommendations that can be easily followed up by the auditee. The more recommendations are acted upon, the better quality of local government financial statements.
The remainder of this study proceeds as follows:
section II briefly explain hypothesis development and research methodology. Section III discusses the empirical results followes by the managerial implication in section IV. Section V concludes the study.
METHODS

Auditor Quality
Cheng et al., (2013) shows that auditor quality is positively related to company's performance, where higher auditor quality result in superior performance. In several studies on audit quality, There are two contradictory opinions between auditor tenure with audit quality. The first view says that there is a negative relationship between long audit engagements with the audit quality. The longer the time the auditor's doing an audit, the more familiar their relationship with the client. This leads to a chance to compromising audit opinion, so the client has greater reporting flexibility (Davis et al., 2002; Dopuch et al., 2001; Chi et al, 2005) .
These results support the need for mandatory auditor rotation. The second view does not support the need for mandatory audit rotation and found that a short period of audit assignments related to low earnings quality and longer period assignment associated with higher earnings quality (Johnshon, et al., 2002 and Myers et al., 2003) . This is might due to the shorter the period of assignment, the auditor's knowledge of the business, operations, accounting policies and internal control system of the client not yet comprehensive compared to the longer audit assignments. In addition, the shorter the period of assignments, the possibility of the auditor to accommodate client's need is higher because they are more focused on the fees rather than protect its reputation (Johnshon, et al., 2002; Carcello and Nagy, 2004 (Agoglia, et al., 2010) . Lopez and Peters (2012) proved that the work pressure led to poor audit quality and improve management capabilities to manipulate reported earning. Hansen, et al., (2008) instead CPE can be measured using number of training hour followed by auditor.
AICPA's task force reports that one of the factors that can improve the quality of the government auditor's work is level of auditors' education.
Two indicators used by Cheng et al., (2013) to measure education is the number of auditors with bachelor degree and post-graduate degree.
Using same measurement with Cheng et al., (2013) , Setyaningrum (2011) shows no effect of educational level of BPK auditors to audit findings. Streim (1994) (1) audited local government financial statement, Auditor quality (AQ) will be developed using principal component analysis (PCA) as used by Cheng et al., (2013) . PCA procedure is basically aimed to simplify variables by reducing its dimensions.
From eleven auditor quality variables explained in previous part, then we reduce the variable into auditor quality component and will be grouped into factors that explain most variance in the data. This factor then will combine into a single index called Auditor Quality Index. Audit opinion (OPINI) is measured using an ordinal scale that can be sorted by ranking. In this study, the audit opinion is categorized from lowest to highest as follows: (1) 
RESULTS AND DISCUSSION
Descriptive Statitistics
Descriptive statistic on auditor quality variables is presented on table 1. Table 1 as audit team leader; TRAIN_1 = Number of training followed during a year; TRAIN_2 = Number of hours of training followed during a year; LTLRHP = Lag of number of recommendations completely followed-up plus that can not be followed-up divided by the total number of recommendations; LTLRHP_NOM = Lag of nominal value of recommendations completely followed-up plus that can not be followed-up divided by the total nominal value of recommendations Special attention should be given to workload, since it correlates negatively with auditor quality. Agoglia, et al., (2010) , Lopez and Peters (2012) and Hansen, et al., (2008) 2. *** ** and * denote significance at the 1%, 5%, and 10% level respectively (two-tailed test). 3. LTLRHP/LTLRHP_NOM = (lag number (nominal value) of recommendation completely followed up)(total number (nominal value) recommendation); WORKLOAD = number of auditee assigned during a year; TENURE = length of time (in years) audit the same auditee; ROLE = role of team leader; 4 = senior team leader; 3 = junior team leader; 2 = team member; 1 = others; EDUC_1 = education background; 1 = accounting; 0 = others; EDUC_2 = level of education; 1 = post graduate degree; 0 = others; EXP = length of time (in years) as auditor; PROF = length of time (in years) as team leader; TRAIN_1 = number of training followed during a year ; TRAIN_2 = number of training hours during a year. ) as audit team leader; TRAIN_1 = Number of training followed during a year; TRAIN_2 = Number of hours of training followed during a year; LTLRHP = Lag of number of recommendations completely followed-up plus that can not be followed-up divided by the total number of recommendations; LTLRHP_NOM = Lag of nominal value of recommendations completely followed-up plus that can not be followed-up divided by the total nominal value of recommendations 
Auditor Quality and Follow-up of Audit
Recommendation
The results of hypothesis testing of the model are presented in Table 4 .
The hypothesis of this study states that there is positive effect between auditor quality and follow-up on audit recommendation. Regression results from Table 6 GAO (1991) Description: TLRHP_NOMt = Nominal value of recommendations completely followed-up plus recommendation that cannot be followedup divided by the total nominal value of recommendations; AQ t-1 = Lag Auditor Quality Index; OPINIt-1 = Lag Opinion 1 (1991) . Lesmana (2010) 1. ***, **, * shows significance level 1%, 5%, 10% (one-tailed test) 2. TLRHP_NOMt = Nominal value of recommendations completely followed-up plus recommendation that cannot be why we found no effect for this variable.
Additional Analysis
Additional tests performed to see the effects of individual auditor quality variables on audit rectification. The results of the regression can be seen in Table 5 . 
MANAGERIAL IMPLICATIONS
Result of this study implies that the responsibility to follow-up audit recommendation not only become single responsibility of local government.
Auditor can take an active role by continually strive to improve the competencies. These roles will in turn improve the quality of financial statements. Specifically, this research is the first study in Indonesia that use auditor quality to measure audit quality in public sector. Auditor quality index developed in this study is useful for the next research to measure the auditor quality as well as audit quality that as far as our concern the research is limited. This study is also useful for BPK because we present comprehensive picture of auditor competence especially audit team leader. It is found is this research that not all field work auditor in charge has a role as audit team leader, some of the auditors do not engage in compulsory training and less of them has post graduate degree. This is valuable input for BPK in quality assurance process to ensure all audit team leader has high competence as in this research shows positive effect on high quality of financial statements.
CONCLUSION
The first purpose of this study is to measure auditor quality of BPK auditor who audits local governments' financial statements. According to Watkins et al., (2004) , audit quality can be measured by the auditor quality; where the auditor quality represents competency of human capital. There are 11 (eleven) variables enter in this study expected to affect the auditor quality.
Using principle component analysis method, the result shows that variable can be reduced into four components that form auditor quality namely experience, training, motivation, and education.
All four components are then combined into a single auditor quality index that represents comprehensive measure of auditor quality.
The second objective of this study is to examine the effect of auditor quality on follow-up of audit meaning the completion of the auditor's recommendations given in the previous period increase the motivation of auditors to do a better job on the next audit.
